ECONOMIC 
TRENDS 


Prepared: American Embassy 
December 28, 1973 MANAGUA 
Frequency: Annual 
Supersedes: ET 71-140 
Received in Washington: 

1/11/74, 


NICARAGUA 


TABLE OF CONTENTS 


Od 
9 
oO 


KEY ECONOMIC INDICATORS 
SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


Background and General Outlook 
Agricultural Outlook 

Manufacturing Outlook 

Construction Outlook 

The Commercial Outlook 

Financial and Fiscal Outlook 
Employment and Prices 

Balance of Trade and Payments Outlooks 


ssi 
2 
3 
4 
4 
h 
> 
6 
6 
7 
8 
8 
9 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $27. Foreign 
Mailing, $6.75 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151. 





. KEY ECONOMIC INDICATORS: 
All values in million U.S.$ Exchange rate as of 12/1/73 
unless otherwise stated. U.S. $1.00 = 7 Cordobas 


C D 
Cumulative to 
September % 
Item 1971 1972 1973 Change* 
INCOME AND PRODUCTION 
GDP at Current Prices 922.2 1,002.4 eA. 
GDP at Constant (1958) Prices 733.9 771.2 oA. _ 
Per Capita GDP, Current Prices 479 506.5 oA 
Indices: 
Industrial Production (1964 = 100) 193.8 N.A, 
Average Industrial Wage (1966 = 100) 126 N.A, 


MONEY AND PRICES 
Money Supply (9/ 73) 91.2 111.1 159.6 
Public External Debt Outstanding 213.6 254 N.A. 
Debt Service 33. 7 34.1 N,A, 
External Debt Service Ratio 14.9% 12. 2% N,A, 
Interest Rates: 
Prime 10-11% 10-11% 10-11% 
Industrial 11+1% 114+1% 114+1% 
Commercial 13+1% 13+1% 13+1% 
Agricultural 10+1% 10+1% 10+1% 
Indices: 
Retail Sales N.A, N.A, 
Wholesale Price N,A, N,A, 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves (9/73) 20.3 55.5 
Balance of Payments +13.3 +35.1 
Balance of Trade (8/73) ~23.2 +21,9 
Exports, FOB (8/73) 187.2 239.9 
U.S. Share 33.5% 30.1% 
Imports, CIF (8/73) 210.4 
U.S, Share (6/73) 33.1% 


EXPORTS: MAJOR ITEMS 

Cotton (8/73) 41.3 
Coffee (8/73) 29.2 
Meat (8/73) 28.8 
Sugar (6/73) 11.6 
Chemical Products (6/73) 


IMPORTS: MAJOR PRODUCT GROUPS 
Machinery & Equipment 

Chemicals & Pharmaceuticals 

Vehicles and Spare Parts 

Food Products 


*Percent Change comparable periods of 1972 to 1973. 
Source: Central Bank of Nicaragua 





SUMMARY 


In the second half of 1972, Nicaragua was hit by the worst drought in 40 years followed 

by an earthquake which devastated the capital city of Managua. Nonetheless, the economy 
made a remarkable comeback in 1973 and the outlook for 1974 is surprisingly good. 
Despite the two disasters, a real growth rate to GDP of 3.2 percent is forecast for 1973 
and a hefty 9 percent for 1974. The outlook for agricultural production and exports in 
1974 is outstanding based on expectations of a record cotton crop. Manufacturing industry 
has restored normal production and should show healthy growth in 1974. The construction 
industry, faced with the task of reconstruction, is expected to boom, Commerce is running 
ahead of 1972 and shows considerable vitality, Bank deposits are at record levels and 
investment loans for reconstruction and expanded agricultural and industrial production 
are picking up. Both government revenues and expenditures in 1973 are running well ahead 
of 1972. The government has budgeted total capital expenditures at $75 million for 1973 
and over $100 million for 1974, Government borrowing will increase, but favorable terms 
from international lending agencies and rising exports should keep the debt service ratio 
within acceptable limits. Employment, which dropped in early 1973, has probably been 
restored to pre-drought/quake levels or higher by December 1973 and should grow further 
in 1974, As a result of the drought, the earthquake and sharply higher prices for imports, 
Nicaragua suffered its worst inflation in memory in 1973. However, government officials 
are hopeful the worst is over and inflation rates will moderate in 1974. Both exports and 
imports should reach record levels in 1973 and again in 1974, A trade surplus is expected 
in both years. Net international reserves are at record levels and should increase further 
in 1974 followed by a drawdown in 1975, 


Most U.S. exports are price competitive in Nicaragua and proximity to the market gives 
them an edge where the immediate reconstruction needs place a premium on prompt 
delivery. U.S, market share appears to have reversed a downward trend in 1973 and should 
improve further in 1974. New export opportunities exist for the full range of reconstruction 
related products and for those goods which can be used in the expansion of agricultural 

and livestock production. Investment opportunities are also excellent and foreign capital 

is welcome and well treated in Nicaragua, 





CURRENT ECONOMIC SITUATION AND TRENDS 


Nicaragua will soon complete the most eventful 18 months in its post-World War II 
economic history. It is a period shaped largely by events beyond the control of government 
planners. It began in July 1972 with the worst drought in 40 years. On December 23, 

1972, the capital city of Managua was devastated by an earthquake which left roughly 

10,000 dead; 250,000 homeless and $500 million damage. The period is concluding with 
record demand and prices in world markets for Nicaragua's principal agricultural products. 


In the course of this period, many traditional attitudes and ways of doing things have 
disappeared. Circumstances have forced businessmen, workers and government officials 

to improvise and innovate in facing new challenges and opportunities, They have accomplished 
a great deal. Even more remains to be done. The reconstruction of Managua presents a 
powerful stimulus for rapid economic growth, modernization and social development over 

the next several years. 


Background and General Outlook 


The Nicaraguan economy has been growing steadily since World War II with real Gross 
Domestic Product (GDP) increasing at an annual average rate of 6.4 percent during the 
period 1946-1971, Although the annual population growth rate of 2.8 percent is high, 
economic growth has been even higher and per capita incomes have increased significantly, 
to over $500 in 1972 at current prices. The main thrust for growth has come from the 
production of agricultural commodities for export; principally cotton and coffee. This 

has meant that the upward trend has been markedly uneven due to sharp variations in 
weather and world market conditions. In the past decade, however, the expansion of the 
industrial sector and agricultural diversification have added a new degree of stability to 
economic growth, 


Real GDP in 1971 reached $734 million, an increase of 5.5 percent over the preceding 
year. The outlook in early 1972 was for a higher growth rate until the drought reduced 
agricultural production by 2.5 percent, limiting overall GDP growth to 5.1 percent. The 
country had not recovered from the full effects of the drought, when the December 23 
earthquake devastated the capital of Managua, Early assessments of the economic impact 
of the quake forecast an absolute decline in GDP during 1973 of up to 4 percent. These 
assessments proved unduly pessimistic, They underestimated the remarkable resilience 
of the Nicaraguan people and business community and they did not anticipate the strong 
demand for Nicaraguan exports which reached record levels in the course of the year. 
Accordingly, revised government estimates now predict a real growth rate of 3.2 percent 
in 1973 and a hefty 9 percent in 1974 as the agricultural sector booms and the reconstruction 
of Managua moves into gear. 


Agricultural Outlook 


Nicaragua is primarily an agricultural producing and processing country with cotton, 
coffee and sugar traditionally its principal money crops. In recent years fresh meat 





production has shown dynamic growth, challenging coffee for second place after cotton 
on the export list. In 1972, Nicaragua resumed banana exports after an interruption of 
several years and surplus rice production was also available for export. Corn, sorghum 
and beans are grown mainly for domestic consumption, 


The prolonged drought in the 1972/73 crop season took its toll on the agricultural sector. 
Hardest hit were the basic grains - corn, beans and sorghum ~ which fell considerably 
short of meeting domestic consumption requirements during the last half of 1972 and first 
half of 1973. Cotton, Nicaragua's leading export for over a decade, suffered less damage 
than originally feared and the Spring 1973 cotton harvest of 465,000 bales slightly exceeded 
the 1972 harvest of 450,000 bales, permitting exports valued at over $60 million in both 
years - a considerable improvement over the $41 million in 1971 and $34 million in 1970. 
Sugar and coffee also felt the effects of the drought while meat production was largely 
unscathed and, indeed, increased export volume by over 10 percent in both 1972 and the 
first half of 1973. 


The drought ended in May 1973 with the advent of the most abundant rainy season in recent 
years. The rains stopped in mid-November, providing a near ideal growing season for 
cotton, good basic grains production and restored pastures for cattle grazing. Asa 
result, the outlook for agricultural production in the 1973/74 crop year is outstanding, 
particularly for cotton, the "white gold," which historically leads the economy, Rising 
world cotton prices in 1973 led to an 18 percent increase in cotton areas planted - up 

to 250,000 manzanas (1 manzana = 1.6 acres). Good yields are expected to increase total 
production by about 30 percent to 600,000 plus bales - the highest in Nicaraguan history. 
Higher world prices should push cotton export earnings in 1974 to nearly $120 million, 
almost double 1973. 


While not so spectular as cotton, other leading agricultural exports should also do well 
in late 1973 and 1974. Due to the suspension of International Coffee Agreement quotas in 
1973, Nicaragua was able to dispose of its surplus coffee at favorable prices. Total coffee 
exports are expected to reach about $47 million in 1973 - up from $33 million in 1972. 
$36 million is forecast for 1974, Fresh meat production has shown steady growth in 
volume and even faster growth in value due to rising world prices. Meat exports, which 
totaled $38 million in 1972 should reach about $50 million in 1973 and over $52 million 

in 1974, Sugar exports fell from $15 million in 1972 to an estimated $12.8 million in 
1973 due to drought, but should rebound to about $16 million in 1974. Shrimp and lobster 
fishing and lumbering activities were not materially affected by the drought and should 
contribute a combined total of about $13 million to 1973 exports. In summary, it appears 
that Nicaragua's agricultural and fishing exports, which totaled $177 million in 1972, 
should reach $205 million in 1973 and close to $250 million in 1974, The total real value 
of agricultural sector production should increase by 6.5 percent in 1973 and 8.1 percent 
in 1974, 


Manufacturing Outlook 


Nicaragua's manufacturing industry is concentrated in Managua but fortunately most of 
it is located away from the areas of worst earthquake impact. An estimated 25 percent 





of Managua's industrial production was initially affected by the quake but most of this 

was restored within months. By December 1973, industrial production appears to be running 
at about 1972 levels and the outlook for 1974 is excellent both for domestic consumption 

and for export. On the domestic side, the building materials industries will enter a 

period of unprecedented boom to meet the needs of the reconstruction. As the economy 

as a whole picks up, the demand for consumer goods is rising sharply. On the export 

side, sugar processing and meat packing plants are riding the crest of the rising world 
demand for food. Nicaragua's growing chemical industry exported to the Central American 
Common Market $13 million in 1972, $16 million in 1973 and $17 million is forecast for 


1974, Overall, the manufacturing sector is expected to grow by over 8 percent in real 
terms in 1974, 


Construction Outlook 


The construction industry, which had been in recession for the past four years, is, not 
surprisingly, expected to boom. As a result of the earthquake alone, there is an immediate 
need for the replacement of an estimated 50,000 homes, virtually all government and private 
office buildings, and most community facilities such as hospitals, schools, markets and 
commercial centers. Estimates of the replacement cost of public and private facilities 
plus new infrastructure run up to $1 billion. The reconstruction is expected to take from 

7 to 10 years. The anticipated restraining factors are the shortages of experienced 
supervisors, skilled workers and, perhaps, some construction materials. A conceptual 
plan for the "New Managua" donated by the Mexican Government was released in late 
September. This plan, in general terms, outlined the directions of growth for the 
reconstruction of a decentralized city. As it is fleshed out and refined, the private 

sector should find it increasingly easy to reach investment decisions on locations, etc. 

Even without amplification of the plan, construction is well underway on at least five, 

major new shopping centers built by private investors. The Ministry of Economy estimates 
the value of construction increased by over 25 percent in 1973 to $33 million and anticipates 
a further 40 percent increase in 1974. These figures may prove conservative. 


The Commercial Outlook 


The commercial sector, which was concentrated in the city center, was among the hardest 
hit by the earthquake and its aftermath of fire and looting. Probably 85 percent of the 
commercial establishments were directly affected. Virtually the entire distribution 

system of the city of Managua was destroyed or disrupted for several months. It was 
February before the first shops and stores began to reopen in converted warehouses, 

private homes, garages and other makeshift quarters. Those who reopened first reported 
strong demand for just about everything that might conceivably have been lost in the quake 
from socks to air conditioners. This phenomenon has continued throughout the year. 
Suburban shopping centers have been repaired, restocked and expanded. The Chamber of 
Commerce converted buildings on an agricultural fairgrounds into a 180 unit shopping center 
which opened in July and has since become the new commercial hub. Other shopping centers 
are under construction. All signs point to a remarkable resurgence of the commercial 
sector. Sales tax receipts through September, for example, were running dver 6 percent 





ahead of last year. The pace is expected to pick up further in 1974 as reconstruction 
related employment surges. The Ministry of Economy forecasts a real growth in the 
commercial sector of 4.7 percent in 1973 and 7.4 percent in 1974, 


Financial and Fiscal Outlook 


The Nicaraguan banking system in recent years has been characterized by high liquidity 
and low loan levels as export earnings went into sight, time and savings deposits rather 
than new investments, The banks survived the earthquake with their headquarters in the 
city center inoperable but with their records and public confidence intact. The banking 
system resumed normal operations from branch offices within a week and experienced 

no large withdrawals or capital flight. On the contrary, insurance payments well in 
excess of $50 million and continued strong export earnings have swollen deposits to record 
levels. The money supply (currency plus sight deposits) at the end of September 1973 was 
61.6 percent greater than at the same time last year and time and savings deposits were 
up 33.6 percent. Of particular significance, commercial bank loans to the private sector 
were running 24 percent ahead of last year at the end of September and 30 percent ahead 
at the end of October, indicating a growing disposition to invest both in the reconstruction 
of Managua and in expanded agricultural and industrial production. This trend should 
continue in 1974, 


On the fiscal side both government revenues and expenditures are running well ahead of 

last year. Reflecting resurgent economic activity, tax receipts from normal sources 
(largely indirect taxes on production and consumption) ran 12.7 percent ahead of last year 
at the end of September. To this must be added receipts from an emergency 10 percent 
export tax adopted after the earthquake which brings revenues from all sources 39.8 
percent ahead of last year. This strong performance has provided the Government of 
Nicaragua with readily available funds of its own to start reconstruction and has won the 
confidence od the international lending agencies in Nicaragua's willingness to adopt appropriate 
self-help measures, Current operating expenditures by the government during the first nine 
months of 1973 ran 10 percent ahead of last year. After a slow start in the first quarter, 
the rate of increase in current expenditures picked up sharply and, in the third quarter, 

was 28 percent ahead of 1972. The government has budgeted total capital expenditures at 
$75 million for 1973 and over $100 million for 1974, The 1973 goal may not be met as some 
delays have been experienced in project planning and implementation. Nonetheless, there 
has been a noticeable upturn in capital expenditures in the second half of the year and we 
expect momentum to continue to build through 1974 as projects now on the drawing boards 
are bid and construction begins. 


Given its strong revenue position the government will show a current account surplus of 
about $25 million in 1973 which will be used to cover about one-third of the capital budget. 
The remaining two-thirds will be financed by internal and foreign borrowing. Prospects 

are excellent that most of the foreign borrowing over the next several years can be obtained 
on the favorable terms of bilateral and multilateral lending institutions such as AID, IBRD 
and IDB. Given the generous repayment terms of these agencies and rising exports, the debt 


service ratio should remain at acceptable levels for the foreseeable future. 





Employment and Prices 


Accurate employment statistics are hard to come by in Nicaragua. INCAE, the Central 
American Institute of Business Administration, has estimated the unemployment rate 
before the 1972 drought at around 11 percent. The drought and earthquake aggravated 

that dismal figure considerably, The earthquake caused the immediate loss of thousands 

of jobs in commerce, industry and services. Government and construction employment 
held steady and gradually increased in March and April as AID financed emergency relief 
programs for temporary shelters, rehabilitation of storm canals and highways and clean-up 
of the downtown area. The recovery, first of industry and later of commerce, plus greatly 
increased private construction activity in Managua and expanded agricultural production in 
the interior have probably restored employment to pre-drought/quake levels or higher by 
December 1973, Nicaraguan construction techniques are highly labor intensive and we 
expect continued employment growth in the construction industry through 1974 and beyond 
which should have favorable repercussions throughout the economy. 


Price data is even harder to come by. There have been no official price indices for several 
years when inflation has been minimal. Nonetheless, there is a consensus among business, 
labor and government leaders that in 1973 Nicaragua suffered the worst inflation in recent 
memory. It resulted from the drought, the earthquake and sharply higher prices for imports, 
particularly of grains, fuel and raw materials. It has fallen hardest on the costs of food, 
transportation and housing, For example, in October 1973 basic grain prices were bet ween 
30 and 60 percent higher than October 1972; bus fares were up 50 percent; and a Chamber 

of Construction study showed the cost of building a hypothetical average, middle-class home 
had risen 38 percent since December. In the absence of accurate cost of living data many 
businessmen have assumed an inflation rate in excess of 20 percent and raised wages 
accordingly. Others have been slower to respond and found themselves with a strike on 
their hands - an unusual occurrence in Nicaragua. Construction workers won a 30-40 
percent wage increase (their first in over 10 years) after a five week strike in June/July. 
Inflation will continue to be a problem in 1974, However, government economists 
optimistically hope the worst is over and that expanded food production, new housing 
construction and generally increased inventories and competition will cause the rate of 
increase to moderate. 


Balance of Trade and Payments Outlooks 


The outlook for Nicaraguan agricultural exports is excellent as noted earlier. Nicaraguan 
industrial exports to its Common Market partners should also continue to show healthy 
growth - from $56 million in 1972 to $60 million in 1973 and to $70 million in 1974. Overall, 
total exports should rise from $240 million in 1972 to nearly $300 million in 1973 and $350 
million in 1974, To meet the needs of the reconstruction, imports should jump from 

$218 million in 1972 to $280 million in 1973 and well over $300 million in 1974, The 

trade surplus should be over $20 million in both 1973 and 1974, 


After the December 1972 earthquake, Nicaragua's net international reserves stood at a 
record $55.5 million. The President of the Central Bank recently predicted they would 





be close to $100 million at the end of December 1973, The increase is accounted for by 

the trade surplus, public and private capital inflows and substantial re-insurance payments 
from abroad. Central Bank and other economists project a further increase to reserves 

in 1974 of perhaps as much as $35 million, From 1975 forward the outlook is for a moderate 
drawdown of reserves to meet increasing reconstruction import requirements. 


IMPLICATIONS FOR THE UNITED STATES 


The reconstruction of Managua and booming agricultural exports will provide a double 
impetus to Nicaraguan economic development over the next several years, A strong 
reserve position and positive trade balances plus international assistance for reconstruction 
will permit imports to rise to record levels. Because of recent currency realignments, 
U.S, exports are again price competitive in Nicaraguan markets. Moreover, proximity 

to Nicaragua gives U.S, products an edge in many areas where the immediacy of 
reconstruction needs places a premium on rapid delivery. The Embassy wishes to stress 
this advantage and strongly urges potential U.S, exporters to exploit it. 


U.S. market share of total Nicaraguan imports declined from 43 percent in 1967 to 31.3 
percent in 1972. In the first six months of 1973, this trend reversed as U.S, market 

share increased to 33.7 percent. The Embassy believes conditions are ripe for further 
market share increases in 1974, A survey of leading commercial and industrial firms 
made by the Commercial Section in August 1973 revealed that since the dollar devaluation, 
63 percent had already increased their imports from the U.S, relative to other supplier 
countries and 93 percent expressed the intention of doing so. The most frequent complaints 
registered concerned the difficulty of obtaining prompt replenishment of inventories from 
U.S. suppliers. 


In considering potential export opportunities to Nicaragua, it should be kept in mind that 

a city of over 400,000 will be restructured, rebuilt and modernized. Heavy construction 
equipment, building supplies and materials, power tools and hardware items come to mind 
quickly. Housing construction will create strong demand for new appliances and home 
furnishings. New government and private office buildings will open the market for business 
machines, office equipment and furnishings. New shopping centers will require fixtures 
and inventories. New hospital construction should result in the purchase of $5-7 million 
worth of hospital equipment over the next five years. Only one of three major hotels survived 
thé earthquake; others are needed and will unquestionably be built. Only two movie theaters 
survived and reopened; several are under construction and more are planned. New 
restaurants and short order food shops are springing up around the city offering many 
opportunities to U.S, equipment manufacturers and franchise operations. The new, 
decentralized city will require greatly expanded public transportation, especially buses. 


Major housing, infrastructure and decentralization projects will be financed by AID, the 
World Bank and the Inter American Development Bank. Over $50 million was committed 
by these agencies in 1973 and other projects are under consideration for 1974, These 
projects will be bid internationally and U.S, firms will have an excellent chance for many 
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of them. In 1973, several U.S, firms won substantial contracts (more than $1 million) for 
reconstruction related projects such as pre-fabricated schools, the demolition and clean-up 
of the downtown area and construction of emergency facilities, 


Substantial new investment in the agricultural sector is also expected in 1974. High 
cotton prices and good crops should produce excellent markets for agricultural equipment. 
The drought has expanded considerably the market for irrigation equipment of all types. 
Expansion of livestock, both cattle and hogs, offers new sales opportunities for purebred 
breeding stock, feeding and handling equipment and veterinary supplies. Growing interest 
in production of fruits and vegetables for export to U.S, markets should provide a new 
market for food processing and packaging equipment. 


Investment opportunities also exist in both reconstruction and agricultural production. 
Several new joint-venture operations have been launched by U.S, firms in 1973 in the 
construction industry. In a number of fields, local capital is available to invest with 

U.S, technical proficiency and marketing experience. Foreign private investment is 
welcome in Nicaragua both for joint ventures and wholly-owned operations. The local 
currency is stable vis-a-vis the dollar and may be exchanged freely for profit and capital 
remittances. Investment incentive programs apply equally to local and foreign capital. 
The consensus among government officials, the public and major political parties strongly 


favors the free enterprise system and there is no significant political opposition to foreign 
investment, 
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